New Zealand has an international reputation for its early promotion of fi nancial education and information. Governments in many other countries are now sponsoring fi nancial education programmes in efforts to improve apparently low levels of fi nancial literacy. But despite it being such a hot public policy topic, there has been little evaluation of the effectiveness of fi nancial education.
A recent study for the Retirement Commission (O'Connell, 2007a) investigates how well fi nancial education is being evaluated around the world. It examines the findings of some frequently cited evaluations and some newer studies in academic and policy-related literature from New Zealand, Australia, Canada, the UK and US. It fi nds that despite much optimism, a positive impact from fi nancial education has not been unambiguously proven. We do not know what works best and why. The study suggests that evaluating the effectiveness of fi nancial education can and should be improved, even though the evaluation of fi nancial education is inherently diffi cult and the impact of any one programme probably can never be fully isolated.
This article summarises some key points from the study. The fi rst section sets the context for the international attention given to fi nancial education. It then discusses the mixed results from fi nancial education evaluations. The reasons why such evaluations are inconclusive are then explored. The article ends with some implications for this year's Review of Retirement Income Policy, and an assessment of the effectiveness of fi nancial education available to New Zealanders.
Increasing attention on fi nancial education
'Financial education' is a term used around the world to refer to various methods used to increase an individual's
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Alison O'Connell fi nancial understanding. Not all of these methods would be described as 'education' by educationalists. A fi nancial education programme could be a retirement seminar at work, a budgeting workshop in the community, a website such as www.sorted.org.nz, or a school curriculum.
The result of the fi nancial education is intended to be improved fi nancial literacy or capability: people are better able to make informed decisions on their fi nances throughout life. Most countries use the term 'fi nancial literacy'. The UK refers to 'financial capability', suggesting a more developed concept that emphasises fi nancial actions over knowledge. But in practice, all fi nancial education aims at the same ultimate goal, comprehensively defi ned by the OECD to include behaviour as well as skills improvement:
Financial education is the process by which fi nancial consumers/investors improve their understanding of financial products and concepts and, through information, instruction and/or objective advice, develop the skills and confi dence to become more aware of fi nancial risks and opportunities, to make informed choices, to know where to go for help, and to take other effective actions to improve their fi nancial well-being. (OECD, 2005 p.13) Behaviour change may be the ultimate goal of fi nancial education overall, but improvement in skills or knowledge can be a valid goal of a specifi c fi nancial education programme. There is general agreement that fi nancial literacy or capability is a broad concept -including fi nancial goal-setting, budgeting, managing household cash flow, managing debt, saving and investing -because these are all linked in any individual's personal circumstances. But a single programme can focus on one issue (for example, budgeting) or can be more wide-ranging.
Governments are developing national strategies for fi nancial literacy in the UK, US and Australia. With the setting up of the Retirement Commission in 1993, and the introduction of its website Sorted in 2001, New Zealand has been ahead of the trend for governmentsponsored provision of broad financial education. Financial education programmes are not only sponsored by governments. Much of the academic literature from the US and Canada covers the recent growth in programmes run by local, university, employer and other communities.
Why is fi nancial education now a public policy issue? It is seen as a way of improving levels of fi nancial understanding, which are thought to be low in many countries. Financial education should, therefore, mitigate shared concerns that, for example:
• many people do not participate in fi nancial services, so are missing out in some way: for example, people without bank accounts may have to pay more to administer their utility bills;
• there are very high levels of household debt, and people generally do not understand how much it costs to service that debt;
• people do not understand financial basics well enough to deal with the complexities of increasing fi nancial responsibilities, especially for retirement savings and university education, which used to be carried more by government;
• where 'advice' is provided by financial services companies, it tends to focus on the products that are for sale, rather than personal fi nance more generally; further, it is only available to people who are in the market for those products.
Some commentators suggest that governments have a moral obligation to pay more attention to fi nancial education because of policies shifting fi nancial decision making onto the individual (e.g. Campbell, 2006 With so much government, private sector and not-forprofi t attention and funding going towards fi nancial education, it can only be expected that there will be increasing scrutiny of the value for money received.
Mixed results from evaluations to date
The evaluations of fi nancial education programmes made to date are of three different types:
• First, there is evaluation built into a specifi c fi nancial education programme, to identify how successful that programme has been. For example, studies have evaluated whether students who have taken a high school course in fi nance score higher on a fi nancial test that those who have not, or whether people attending a retirement seminar save more as a result.
• Second, there is the evaluation of what impact financial education has had on the financial understanding of a population. National population surveys of fi nancial literacy or capability have been carried out only in Australia, New Zealand and the UK. Time series of such surveys are not yet available, so no inference can be drawn on how fi nancial education might improve population literacy levels.
• Third, there is evaluation of past experiments. This is the approach taken by most academic papers on the subject, which have been written mainly in the US. These experiments may have been set up for other purposes, but the data collected have proved convenient for researching the impact of fi nancial education. Various associations are explored between having had some form of fi nancial education and, for example, fi nancial understanding (measured by correct answers given to fi nancial questions) or fi nancial behaviour (measured by the rate at which people are saving or their accumulated net worth). This type of analysis asks, in general terms, how effective fi nancial education can be.
From the body of evidence, it does seem to be the case that:
• There is a low level of fi nancial understanding, with the implication that it can be improved.
• Financial knowledge or capability is associated with higher age (although it is lower in the oldest age group), education, income and wealth.
• People scoring highly on fi nancial knowledge are probably more likely to be those doing the 'right' things to manage their fi nances.
However, taken together, these evaluations show some contradictory results, and leave some questions unanswered. For example:
• It is not always the case that fi nancial education is associated with the 'right' fi nancial behaviour or good fi nancial literacy. For example, the providers of the 'Jump$tart' fi nancial education curriculum material in US schools cannot fi nd evidence to say it is improving thrift or decision making around personal fi nances (Mandell, 2006) . Pre-purchase credit counselling appeared, in a study by Hirad and Zorn (2001) , to help prevent later default on home loans if carried out face to face, but not over the telephone.
• No study has proved education causes better fi nancial literacy or better fi nancial behaviour. Hilgert et al. (2003) fi nd correlations between having fi nancial knowledge and fi nancial practices, but point out that the causality could fl ow either way, or in both directions (or there could be a third, unexplained factor at work). For example, it is not necessarily the case that, having learned about equities through a fi nancial education initiative, you are then more likely to invest in them. It could be that having invested in some, you are then more likely to answer in a survey that you think you know about them.
• It is not clear how the benefi ts of improved fi nancial literacy vary across the income distribution. Lusardi (2004) found that the positive effect of retirement seminars on financial wealth decreased steadily moving into higher quartiles of wealth. But the most affl uent students have led recent improvement in fi nancial knowledge in US high schools (Jump$tart Coalition, 2006).
• The interplay of factors other than financial education that may also affect fi nancial behaviour is not well understood. Attending retirement seminars appears to increase fi nancial wealth, but then other things are just as much associated with higher wealth (for example, going to college or not smoking).
• Financial education may sometimes act in undesirable ways, or, at least, in ways that conventional fi nancial wisdom would suggest are undesirable. Mandell (2006) reports that students seem to get more from fi nancial education if they have participated in a stock market game. But then they say they would not be thrifty, perhaps because they think they can rely on stock investments. After a retirement seminar programme in the US, almost 7% of people with a goal of retiring at age 65 said they would increase that age target, but over 7% said they would lower it (Clark and d'Ambrosio, 2003) .
The positive results of some studies give much cause for optimism that fi nancial education is a good thing. But these contradictions and unknowns mean that we do not yet understand how well fi nancial education works. We cannot assume that an intervention which worked in one situation will do so elsewhere. Enthusiastic claims of fi nancial education being a panacea for all supposed fi nancial ills need to be tempered with some evidence. Better evaluation of the effectiveness of different types of fi nancial education would help to develop that evidence base.
Why evaluation results are inconclusive
Evaluating the effect of any education is diffi cult, and the success or otherwise of fi nancial education is not easy to measure. This section considers four inherent diffi culties with evaluating fi nancial education programmes.
Data integrity
Inevitably, most data is collected through surveys or interviews with people about their personal fi nances. Such data has well-known diffi culties:
• The data may be limited and biased. Some people will not divulge personal fi nancial information, so people taking part in any survey form a self-selected group. Many studies using personal fi nancial data look only at individual's holdings in one product or with one institution, so are unable to identify whether, for instance, even if retirement plan saving went up, other household saving went down.
• Most of the data is collected from people selfreporting their own financial understanding, capability or behaviour, without actual observations to prove that they do what they say they do. People are not always accurate about fi nancial matters. In the Australian survey of fi nancial literacy, 67% said they have an understanding of compound interest, but only 28% actually answered a question on it correctly (OECD, 2005).
• Data from different surveys is not comparable. Different data is collected in different surveys, although it may sound as if they are investigating the same issue. Surveys investigating how many people understand compound interest ask very different questions of different degrees of diffi culty. Further, the 'right' answers to some fi nancial literacy tests can seem trivial or misleading.
Practical diffi culties
Collecting fi nancial education evaluation data is often time-consuming, costly and diffi cult. Lyons et al. (2005) found that evaluation was considered diffi cult by the US community-based fi nancial education practitioners interviewed and many of the educators felt they lacked the knowledge or time to do it well. Evaluation was often an afterthought, without suffi cient management attention or strategic thinking being applied.
Isolating the impact of a specifi c programme
Even with a well-conducted survey, interpreting the results is not easy. The challenge lies in isolating the long-term impact of any specifi c fi nancial education intervention, a task made diffi cult by the inherent nature of personal fi nances.
• Financial education programmes vary. A study looking at people who said they had attended a retirement seminar at some point in their career puts under the one heading of 'retirement seminar' many different types of teaching methods, subject matter and quality of material. Similarly, people who say they were exposed to some kind of consumer education at school will have studied a wide range of personal fi nance topics.
• No fi nancial education programme works in isolation. Seemingly small encouragements from within a social network can make a relatively signifi cant impact. Financial education may not work immediately, but take time, during which people are exposed to the powerful infl uences of family, friends, changes in life situation and legislative or tax changes. We do not know how all these other possible infl uences complement or compete with fi nancial education initiatives.
• There is inherent, and unexplained, variation in individuals' fi nancial behaviour. People appear more likely to say that they will make a change after fi nancial education than they are actually to make a change. People make seemingly irrational fi nancial decisions, even when presented with advice on what would be the best thing to do. Traditional economic theory does not explain the reasons for variation in fi nancial behaviours, and newer behavioural economics does not yet complete the puzzle. So different people will act in different ways after fi nancial education, and separating out how the education itself makes an impact will always be diffi cult.
Putting the impact in context
Even if the effect of a specifi c programme could be isolated, there is then the diffi culty of comparing it to what it should be. There are many different desirable outcomes that fi nancial education could have, but it seems to be diffi cult to put the results in a critical context of what should be expected.
• The goal of fi nancial education is not yet clearly defi ned. So far, champions of fi nancial education have tended to assume it must be benefi cial and done as much as possible, within limited budgets. Precisely what the fi nancial education is trying to achieve and how this should be measured have received less attention. There is a long list of what the impact of fi nancial education programmes might be expected or desired to be: see Box 1 for examples. Perhaps because they are easier to measure, the aims at the top of this list -improving participation, fi nancial knowledge and attitudes -tend to get measured more often than those in the middle and at the bottom of the list, to do with individual behaviour and macroeconomic impact. However, there is a strong case for increasing the emphasis on evaluating how people actually change their fi nancial behaviour as a result of fi nancial education, not least as causality from better fi nancial understanding to making the right fi nancial decisions is not proven.
• There are no benchmarks for what should be expected on any measure for any population. There has been no debate in the evaluations of fi nancial education so far on what the appropriate level or amount on each measure should be. For example, what balance between debt and savings is the right one? In a survey of a population with a particular income distribution and cost of living, what proportion of people can be expected to have spent all their income at the end of the month? How many people should be able to answer a question on compound interest, or understand a superannuation statement, given the general levels of numeracy and literacy in the population? Assuming the goal of fi nancial education is to improve these fi gures, what improvements are feasible? To get some idea of likely improvements it would be useful to compare data between populations, but the available data is piecemeal and far from being standardised.
Because of the practical, theoretical and conceptual diffi culties of evaluating fi nancial education programmes, it is unlikely that evaluation will ever be able to quantify absolutely the effectiveness of fi nancial education. But still, given the increasing attention and funding being given to fi nancial education, it can only be expected that the need to know whether fi nancial education programmes are successful will increase.
Box 1: What is fi nancial education trying to achieve?
• A target number of people receive generic fi nancial advice?
• The level of fi nancial knowledge, or capability, or confi dence increases: generally across the population or in specifi c groups?
• People's attitudes towards fi nances improve, e.g. they become thriftier?
• People take some specifi c actions, e.g. make more retirement savings or pay down debt?
• People take action to improve their personal fi nancial situation overall, e.g. a better balance of diversifi ed savings and debt?
• Macroeconomic indicators improve, e.g. economic growth is stimulated as more people save more?
• The fi nancial market becomes more effi cient or the costs of regulation reduce as more fi nancially literate consumers demand a better deal from product providers?
Implications for New Zealand
New Zealand has more years of experience in providing public fi nancial education than other countries. It has done so on a small budget: NZ$4.6m in 2005/6. Sorted has been used as a best-practice website for other countries, including the UK (NAO, 2007) . The Retirement Commission's additional material to help New Zealanders with their response to KiwiSaver gives topical interest, highly relevant to the UK especially as it follows the auto-enrolled savings lead (O'Connell, 2007b) .
New Zealand is one of three countries to have started national surveys on fi nancial knowledge levels. It built on the experience from a similar survey in Australia. The UK's Financial Services Authority has taken -some may argue -a more sophisticated approach, but on the other hand, the New Zealand survey seems more practical and replicable. The development of such a framework was supported by the international fi nancial education experts who reviewed the Retirement Commission research study. Many of the diffi culties with evaluating the impact of fi nancial education should become easier by following the framework:
• It provides an external discipline where practitioners may not be experts in evaluation. It should save 'reinventing the wheel'. By the discipline of thinking through each tier of the framework, those designing the programme have to be clear on what it aims to teach people or how it aims to change behaviour. This should temper any tendency to think that any fi nancial education must be a 'good thing'.
• The framework encourages tailoring within a standard. Individual programmes or sites such as schools can tailor their evaluation as they tailor their fi nancial education programme. But working within a consistent standard should mean that comparisons across programmes are still valid. The most and least effective practices -within a programme or between different national or international programmes -would then be identifi ed on consistent measures. The comparison would suggest ideas for how to improve those initiatives performing less well, and to what benchmark level it is realistic to expect improvements.
• The same framework could be applied to evaluate other fi nancial well-being initiatives. Ideally, this could help to compare the effectiveness of different initiatives or policies. For example, it could help to develop a better picture of the relative value for money of fi nancial education, tax incentives and auto-enrolment.
• Consistently applying the framework across initiatives and over time would mean that robust evidence is available when the value-for-money questions are asked. The evidence base should help keep the attention of policy makers and funding agents.
Conclusion
Despite much optimism, we simply do not yet know how effective financial education can be. Finding out is only going to become more important as more funding is directed towards improving 'fi nancial literacy' or 'financial capability'. However, little evaluation is currently taking place and the evaluations made so far show mixed and inconclusive results. It is not clear whether this is a consequence of poor evaluation methods or poor programme design, or because fi nancial education works patchily. But it does mean that a positive impact from fi nancial education has not been unarguably proven; nor has a clear picture emerged of what works best and why.
Evaluation of fi nancial education is inherently diffi cult, and the effect of any one programme can probably never be fully isolated. Nevertheless, evaluating the effectiveness of fi nancial education can and should be improved. Further development of a standard framework would help. The diffi culties of evaluation should not be used as an excuse not to evaluate. There may be some suspected benefi ts of fi nancial education that can never be absolutely proven. But better evaluation of fi nancial education programmes will improve our understanding of what helps people make good fi nancial decisions.
Given New Zealand's history and international standing in fi nancial education, it can take an international lead in developing techniques to understand better how effective fi nancial education can be.
